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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


Domestic Economy 1984 1985 198 


Pop. (millions) 3.6 r se 
Pop. growth (avg. % 1974-85) $ 

GDP in current USD 911.5 493. 350. 
GDP per capita, current USD' 260.4 128. 102. 
GDP in Leones 1972=100 443.1 447. 452. 
Consumer Price Index 66.6 76. 133. 


Production and Employment 
Labor Force (millions) N/A ; N/A 


Unemployment (%) N/A : 
Total industrial production® ; ; 23. 
Deficit as % GDP* ; ‘ 17. 


Balance of Payments° 
Exports (FOB) 


Imports (CIF) 

Balance 

Current Account Balance® 

Foreign Direct Invest. (new) 

Foreign Debt’ 
outstanding-disbursed 
debt service ratio (%) 
debt service/exports (%) 

Foreign Exch. Reserves 


Foreign Investment 
Total (cumulative)® 


U.S. (cumulative) ?® 
U.S. share (%) 


U.S.-SL Trade 

US Exports to SL (FAS)'® 19. 
US Imports from SL (CIF)'° 38. 
US share SL exports (%) 16. 
US share SL imports (%) i 


U.S. Bilateral Aid 
Economic 6.2 
Military 0.0 


A Fs Re, 
s N/A 


Principal U.S. Exports (1985): Rice, wheat, dried milk, used wearing 
apparel. 


Principal U.S. Imports (1985): Titanium, bauxite, shellfish. 





Notes: 


N/A - not available 

Statistics must be treated as rough estimates and applied with extreme 
caution as sources are varied and data collection techniques in Sierra 
Leone are rudimentary. Except where indicated figures were obtained in 
Leones from Bank of Sierra Leone (BOSL) and converted to dollars ($) at 
official exchange rate (OER) which is consistently over-valued. OER was 
2.51 LE/US$ in 1984, 5.7 LE/US$ in 1985, and the official average of 10 
LE/US$ was used for 1986. Most figures were also converted to calendar 
year from GOSL fiscal year which runs July-June. 

(1)As calculated by IMF courtesy BOSL 

(2)Labor force and unemployment figures are projections made in 1979. 
That year the labor force was estimated to be 1.21 million and 
unemployment 12.9%. Source: GOSL National Development Plan 
1981/82-1985/86 

(3)Index of industrial production not available. Figures based on IMF 
estimate that manufacturing produces approximately 7% GDP. 

(4)Figures for GOSL fiscal years 1983/84, 1984/85, 1986/87. Source: 1986 
Annual Budget Speech. 

(5)Figures for 1986 are projected based on 1985 trade patterns. 
(6)Fiscal years 1983/84 and 1984/85 converted from SDRs. Source: IMF 
(7)Debt Service figures reflect 1984 Paris Club rescheduling and are 
converted from GOSL fiscal year. Source: Sierra Leone: A Programme for 
Rehabilitation and Economic Recovery 1985/86-1987/88. A second 
rescheduling is likely in the near future. 


(8)As far as can be determined, no official estimate of total foreign 
investment in Sierra Leone has been calculated. 

(9)Rough estimate of book values at end of 1985. 

(10)1986 figures represent January-September. Source for US share Sierra 
Leone (SL) exports and imports: U.S. Department of Commerce. 





SUMMARY 


Sierra Leone's rich resource base once supported a thriving economy, but 
the country has been suffering an accelerating decline since independence. 
According to the World Bank, the average rate of growth of GDP was 3.7 
percent between 1965 and 1973, and only 1.9 percent between 1973 and 
1983. Throughout the first half of the 1980s the economy has been 
severely depressed. Per capita GDP has fallen from about $389 in 1980 to 
about $100 in 1986. Output has been falling in almost all sectors, 
inflation has been high and the standard of living of the majority of the 
population has been steadily eroding. In 1980 the United Nations 
reclassified Sierra Leone as a Least Developing Country. Although 
world-wide economic recessions and unfavorable world prices for some of 
its export commodities have contributed to the country's economic 
difficulties, pervasive corruption and inappropriate domestic policies 
have also played a significant role. An overvalued currency, destructive 
price controls, and excessive concessions to a few powerful business 
interests helped create a burgeoning black market for currency, a parallel 
economy and drastically reduced official export earnings and revenues. 
Since 1980 there has been a critical shortage of foreign exchange in 
official banking channels causing a growing "pipeline" of an estimated 
$150 million of unpaid trade debts and constricting imports crucial to 
all sectors of the economy. The economic and political disintegration 
that was the legacy of eighteen years of rule by President Siaka Stevens 
has left a daunting task of reconstruction to Stevens' hand-picked 
successor, Joseph Momoh. 


In an attempt to address the growing economic crisis and to prevent the 
IMF from terminating Sierra Leone's membership in the Fund, the Momoh 
government announced in June 1986 its intention to implement a package of 
reforms recommended by the IMF. This program included the float of the 
leone, the abolition of foreign exchange overseas retention facilities 
previously granted to major exporters, the elimination of price subsidies 
on petrol, rice and electricity, and the lifting of price controls. The 
initial results of these measures were predictable albeit discouraging. 
The shortage of foreign exchange in the banking system, in the face of 
pent-up demand, caused the official exchange rate to devalue 
dramatically, from six leones per U.S. dollar (LE/$) to over 30 LE/$ by 
the beginning of September. Consumer prices skyrocketted and increased 
the government's concern about popular discontent. 


Despite the reconciliation between the black market and official exchange 
rates resulting from the float and the government's cautious but 
deliberate attempts to ease powerful economic actors out of such key 
sectors of the economy as diamond mining and petroleum importing, the 
quantity of foreign exchange that did move back into official channels 
was smaller than anticipated. There was a modest improvement in the 
availability of foreign exchange, and IMF approval of the government's 





reform measures did allow for the settlement of the country's arrears to 
the Fund and cleared the way for a new IMF stand-by arrangement during 
the last months of 1986. Economic recovery will undoubtedly be a slow 
and difficult process, but the understanding reached with the IMF in 
September provides some ground for optimism. 


MONEY AND PRICES 


Currency: Since 1964 the unit of currency has been a leone of 100 

cents. The leone has steadily depreciated against the dollar since 1978, 
although the official exchange rate inflated the value of the leone in 
recent years. The overvaluation created a thriving black market, and by 
the spring of 1986 the black market exchange rate was about 20 LE/$ while 
the official exchange rate was around six LE/$. In June the government 
complied with long-standing IMF recommendations and allowed the leone to 
become a floating currency. The immediate short supply of foreign 
exchange in the banking system caused a dramatic devaluation of the 
leone, which fell to approximately 30 LE/$ by the beginning of September 
in both the official and black markets. The float virtually eliminated 
the parallel market, and appears to be bringing more foreign currency 
back into official channels. According to one estimate, official foreign 
exchange transactions increased from $100,000 per month before to 
approximately $2.6 million per month following the float. The Governor 
of the Central Bank has expressed the hope that the value of the leone 
will increase steadily as surrendered export earnings and the IMF support 
program improve the supply of foreign currency and restore confidence in 
the leone. His target is that the value of the leone reach 15 LE/$ by 
the beginning of 1988. 


Government Finance: Over the past five years the budget deficit has 
grown dramatically as government expenditures increased despite 
diminishing revenues. These growing expenditures were primarily the 
result of the government's reluctance to cut subsidies on rice, petrol 
and utilities and to reduce the growing personnel expenditures in the 
swollen public sector. The IMF argued that such expenditures were an 
intolerable burden on the national treasury and that they crippled the 
government's ability to provide basic services. However, since the 
budget speech in June, great strides have been made towards the reduction 
of price subsidies and the government has promised to freeze hiring in 
the daily wage sector of the civil service. Throughout the 1980s the 
government borrowed heavily from the Central Bank as well as from 
commercial banks, fueling inflation with its expansionary monetary 
policy. With the exception of fiscal year 1983/84, during which the 
government managed temporarily to tighten its expenditure control system, 
from 1980 to 1985 the budget deficit averaged 13.5 percent of GDP and 
regularly exceeded the projected targets by substantial margins. For 
example, in fiscal year 1985/86 the deficit was more than four times 





the projected figure, reaching a total of 830 million leones. Between 
1981 and 1985 total government expenditures doubled in nominal terms, to 
reach 30 percent of GDP. Meanwhile, during this period there was also a 
decline in the tax base, while the taxes on trade, the government's most 
significant source of revenue, were reduced by increases in smuggling and 
by the granting of import duty exemptions to parastatals. Unrealistic 
price controls fueled a black market which sent profit margins to middle- 
men rather than to the cash-starved public sector. 


Until the recent elimination of price controls and the float of the leone, 
government measures to increase revenue had been limited to occasional 
increases in various import and export duties. A major reform of the 
structure and method of revenue collection is still necessary, along with 
a commitment by government to regain control of the lucrative export 
sectors, such as diamonds, fish and agricultural produce, in which 
exporters have been allowed excessive freedom from regulations. Thus far 
the government's plans for accomplishing these goals seem limited to a 
review of its retention policies. Meanwhile, in the most recent budget, 
a five percent across the board income tax cut was announced. The 
government was confident that the float of the leone would sufficiently 
improve revenues by bringing transactions back into official channels. 


Money and Banking: The banking system of Sierra Leone consists of a 
Central Bank (The Bank of Sierra Leone), five commercial banks, a 
National Development Bank, a finance company, a post office savings bank 
and numerous credit unions. 


Since 1980 the banking system has been starved for foreign exchange as a 
result of overly permissive overseas retention facilities that have been 
granted to major exporters, and by the government's failure to monitor 
the quantity of foreign exchange earnings of these exporters and the use 
to which they have been put. Although the government has announced its 
intention to enforce full surrender of foreign exchange, to regain 
control over export earnings it will have to improve the methods of 
monitoring the operations of the major export industries. In September 
it appeared that the government was moving cautiously to do so with 
guidance from the IMF. 


The money supply has grown rapidly during the 1980s, contributing to an 
average annual inflation rate of about 80 percent. The devaluation of 
the leone since the float and the elimination of price controls have 
probably helped push inflation above 100 percent for 1986. 


Reforms were also made in the credit system following the float of the 
leone, aimed at making interest rates more commercially realistic and 
internationally competitive. The goverment required that the minimum 
interest rate offered by commercial banks on savings deposits be increased 
from 12 percent to 20 percent, which forced banks to increase lending 





rates to around 30 percent. Credit ceilings were lifted, but the high 
lending rates were expected to impose some constraints on lending. In 
addition, government Treasury Bills, previously available at fixed 
interest rates and exclusively to banks, were to be offered by public 
auction to the entire private sector. It was hoped that the auction 
would allow the market to determine appropriate interest rates. Treasury 
bills are currently the only financial instrument available in Sierra 
Leone for the short-term investment of surplus leones. 


FOREIGN TRADE 


The revenue earning potential of Sierra Leone's rich and diverse primary 
product exports has been undermined by lax controls over the foreign 
trade sector. Minerals currently generate about 60 percent of the 
country's foreign exchange earnings, and agricultural cash crops 
contribute approximately 25 percent; however, according to some 
estimates, official figures understate export earnings by as much as 60 
percent, because of the high level of smuggling combined with the lack of 
mechanisms for measuring the quantities of commodities exported through 
official channels. The smuggling of diamonds has reached an estimated 80 
percent of exports, and the smuggling of gold has been rampant as well. 
This widespread smuggling was encouraged by the previously overvalued 
exchange rate, the monopoly over exports formerly granted to the Precious 
Minerals Marketing Company (PMMC) and to the Government Gold and Diamond 
Office (GGDO), and the logistical difficulties involved in providing 
effective security against smuggling. Large portions of agricultural 
produce were also smuggled across the borders because artificially low 
producer prices and the overvalued currency destroyed the incentives for 
selling through official channels. The overvalued currency and 
government subsidies also encouraged the smuggling of other locally 
produced as well as imported goods. The fishing industry, potentially 
one of the richest sources of export earnings, has remained off shore and 
unregulated, and export quantities are believed to be vastly 

understated. The companies mining rutile and bauxite for export have 
been allowed to retain 100 percent of their foreign exchange earnings 
abroad. 


The economic reforms promised by the government include an effort to 
improve controls over the export sector. However by September it was 
still not clear if the government would muster the political will needed 
to carry this out. 


SECTORAL ANALYSIS 


The national development plan for 1985-9 declares that Sierra Leone must 
reorient the emphasis of development from the mining to the agricultural 





sector. The government believes that agriculture offers the sounder base 
for lorig-term economic growth. 


Agriculture: Agriculture, although still primarily subsistence in 
character, is the most important sector of the economy in terms of the 
proportion of the population it employs (65 percent) and its contribution 
to GDP (about 35 percent). Over the past five years this contribution 
has increased moderately, from about 31 percent in 1980 to almost 35 
percent in 1985. The most important cash crops are cocoa, coffee and 
palm kernels, and the most important domestic crop is rice. Other crops 
include ginger, piassava, bananas, cassava, citrus, groundnuts, corn, 
plantains, sweet potatoes and vegetables. 


Cash crops are purchased from farmers at a fixed price and marketed 
exclusively by the parastatal Sierra Leone Produce Marketing Board 
(SLPMB). Increases in producer prices for the major cash crops in July 
1984 and in February 1985 did provide greater incentives to producers to 
sell to SLPMB and thus significantly increased official purchases of 
these commodities. The additional producer price increases promised in 
1986 along with the more realistic exchange rate should improve export 
performance by reducing even further the incentives to smuggle. 
Nevertheless, improved oversight of the SLPMB will also be necessary to 
ensure that all export earnings are accounted for and surrendered. 


Although in the past Sierra Leone has been self-sufficient in rice, 
unfavorable producer prices and concessional imports have undermined 
domestic production. Today 15-20 percent of domestic cereal consumption 
is met by imports. In August the government announced the beginning of a 
"Green Revolution" with the goals of returning the country to 
self-sufficiency in rice production within two years and developing the 
hitherto neglected subsectors of forestry, fisheries and livestock. The 
strategy includes enhanced price incentives and marketing structures, 
improved supplies of inputs and extension services, improved resource 
management and greater reliance on mechanization. The challenge of 
realizing this ambitious plan will, however, be great. There are 
numerous assistance projects being carried out in the agricultural sector 
by a variety of donors, including attempts to improve research and 
extension services, and to subsidize inputs, although the impact on 
production of these efforts, which began ten years ago, has yet to be 
felt. In addition, a serious problem is emerging as traditional farming 
practices are leading to soil exhaustion as population pressures increase. 


Mining: Sierra Leone's rich endowment of minerals contributes 
approximately nine percent of GDP and mining is the most important sector 
of the economy in terms of export earnings. Diamonds have traditionally 
been the largest export earner, however the depletion of alluvial 
deposits, the difficulty combatting smuggling and the government's 
inability under present economic conditions to attract the estimated $75 





million capital investment needed to begin the Kimberlite underground 
mining project have combined to diminish the importance of this 
commodity. Diamonds are mined by the National Diamond Mining Company 
(DIMINCO or NDMC), a joint-venture between the government and the private 
Precious Minerals Marketing Company (PMMC), and by small-scale private 
operators under the Alluvial Diamond Mining Scheme . Meanwhile the 
importance of gold as foreign exchange earner appears to be increasing, 
as new deposits are being discovered and as it proves more difficult to 
smuggle than diamonds. NDMC is also involved in the mining and export of 
gold, but the Ministry of Mines issues gold export licenses to other 
dealers as well. 


Bauxite and rutile are also important exports, generating $19.8 million 
and $24.4 million in export earnings respectively in 1985. Bauxite is 
mined by Sierra Leone Ore Metal Company (Sieromco), a wholly-owned 
subsidiary of the Swiss company Alusuisse, and rutile is mined by Sierra 
Rutile Limited, a wholly-owned subsidiary of the U.S. company Nord 
Resources. 


From the 1930s to the 1970s iron ore represented Sierra Leone's second 
most important mineral export. However, from 1975 the Marampa Iron Ore 
Company Ltd. was plagued by production problems and financial difficulties 
and hurt by falling world prices for iron ore. Its operations were 
finally closed early in 1985 after accumulating large operating losses 

and outstanding debts. Nevertheless, the government is still seeking a 
company willing to resume mining of the ore. 


Manufacturing: This sector contributes about seven percent of GDP. 

About half of production is carried out by large-scale enterprises 
involved in food processing, textiles, wood processing and petroleum and 
chemical refining, and the other half by small-scale artisans involved in 
garment making, food processing, wood working and metal working. The 
modern sector of manufacturing relies heavily on imported inputs. 
Shortage of foreign exchange to purchase fuel, spare parts and other 
imported inputs has depressed production considerably in recent years. 
The modest domestic market, shrinking even further under the recent 
austerity measures, limits the development of this sector. 


INFRASTRUCTURE : 


The government's ability to provide such basic services as power, 
telephones, transport and water has been steadily weakened by other 
budget-draining expenses and by fuel and foreign exchange shortages. 
Chronic power outages, long lines at petrol stations and increasingly 
long transport delays have become the norm. This has created a poor 
climate for business and has caused production and employment to suffer. 
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Lungi International Airport, located outside Freetown, is Sierra Leone's 
only international airport. Unfortunately, it is separated from Freetown 
by a river, and ferry service is often uncertain. In the 1960s there 
were 369 miles of railway lines throughout the country, but these were 
closed down in 1974 and allowed to deteriorate as the government could 
not manage the resources to maintain them. There is one operating 
section between the iron ore mine at Marampa and the port of Pepel. 
Freetown does have one of the finest harbors in Africa, as well as a deep 
water quay accommodating ocean-going vessels. Smaller ports arelocated 
at Pepel, Bonthe and Sulima. Inland waterways stretch over 490 miles, 
although many rivers are navigable only three months of the year. 
Currently there exist some 4,523 miles of roads, 867 miles of which are 
paved, 3,656 of which are gravel. However, proper maintenance of the 
paved roads has proven to be difficult given the shortage of foreign 
exchange and other resources. In 1984 there were 38,174 private and 
commercial vehicles operating in Sierra Leone. 


In practice there is a fair degree of freedom of the press, and although 

the quality of journalism is variable and constrained by a severe lack of 
resources, there are about ten newspapers in circulation. There is a 
commercial television station and a radio station, but both are currently 

able to broadcast only intermittently due to chronically insufficient 
power supplies. 


PROSPECTS FOR AMERICAN BUSINESS: 


Foreign investment is officially encouraged by the Government of Sierra 
Leone, and there is a basic investment guarantee as established by the 
World Bank Convention of 1965. The Development of Industries Act of 1985 
offers investment incentives to a variety of industries, however the 
recent economic deterioration and the shortage of foreign exchange create 
significant difficulties for investors. Certain aspects of the country's 
commercial climate require careful study before setting up a business. 

It is advisable that any prospective businessman consult a Sierra Leonean 
businessman or attorney for advice about the tax code, the provisions of 
the Development of Industries Act, and the frequently changing 
regulations governing customs and excise. Current legislation permits, 
upon approval of the Bank of Sierra Leone and the availability of foreign 
exchange, the transfer of dividends, principal and interest payment. The 
severely limited foreign exchange reserves have made the government demand 
full surrender of the foreign exchange earnings of exporters to 
commercial banks, while a mounting pipeline of requests for foreign 
exchange has created a very long wait for currency conversion. A number 
of firms dependent upon imported raw material inputs have at times been 
forced to reduce local production or cease production altogether because 
of the difficulties in obtaining foreign exchange allocations for these 
imports. This situation may improve if the new reforms are carried 
through and if the government is able to regain control over the foreign 
exchange earning sectors of the economy. 
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Sierra Leonean business practices include some influence peddling and 
bribery, Known locally as "dash". These practices run counter to the 
United States Corrupt Practices legislation. A no-nonsense approach and 
the aid of a good local partner or consultant will usually suffice to 
circumvent these problems. 


Sierra Leone has been a one-party Parliamentary state since 1978. It has 
traditionally been oriented to the West, but publically adheres to a 
non-aligned policy. No American firm has ever been expropriated or 
nationalized. American businesses have enjoyed the rights and privileges 
laid down by the Government of Sierra Leone irrespective of changes in 
leadership. U.S. companies operating in Sierra Leone include Sierra 
Rutile Limited, Mobil Oi] (S.L.), Texaco West Africa, Seaboard West 
Africa, Sterling Health Products, Louis Berger International and the 
American Life Insurance Company. Most major American firms in Sierra 
Leone are insured by the Overseas Private Investment Corporation (OPIC). 


Although purchasing power has been diminishing during the economic 
decline, in the past there have been markets for such U.S. exports as 
rice, small gift items, cosmetics, used clothing, shoes and jeans. There 
is limited opportunity to export graders or other heavy equipment for 
road projects that are periodically in progress within the country. 

Other new projects that may require machinery, equipment and supplies 
include a hospital improvement service project and the Green Revolution 
project. Sierra Leone's profitable fishing industry has been a good 
market for trawlers. 


American investors may find some opportunities in diamond and gold 
mining. Government policy in the mining sector is for Sierra Leoneans to 
have a controlling equity interest in such ventures. Currently the 
regulations regarding the export of precious metals are in flux as the 
government seeks a means to reduce smuggling and improve surrender of 
foreign exchange by this sector. Deep gold mining thus far remains a 
more penetrable sector than diamond mining. All investors in the gold 
and diamond mining sectors should proceed cautiously, however, when 
commiting any resources to such projects. 


Sierra Leone's coastal waters are also richly endowed, although these are 
currently exploited by several Sierra Leonean and foreign companies. 
Regarding manufacturing, although the domestic market is small, the 
country's membership in the Mano River Union and the Economic Community 
of West African States (ECOWAS) could ultimately provide a larger market 
for light industries that are based in Sierra Leone. Utilization of 
Sierra Leone's many skilled tailors to stitch garments for export would 
be a possible manufacturing venture entailing low cost labor. 
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